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Introduction
How are individuals' living standards affected when they are unlucky enough to enter the labour market during a recession? In the aftermath of the Great Recession, there has been renewed interest in the extent to which young adults have been negatively affected by entering the labour market at a bad time. A body of previous research has found large and persistent negative impacts ('scarring') on the earnings and employment rates of people who leave education during a recession. However, when individuals face economic shocks, they may have access to forms of insurance (such as the tax and state transfer system) that mitigate the effects on their living standards. Given that individuals' living standards are of primary interest, it follows that the role of insurance is key to understanding the consequences of labour market scarring.
In this paper, we provide the first estimates of the impacts of entering the labour market when the economy is weak on the most commonly used proxies for households' material living standards -net (post-tax-and-transfer) household incomes, and household expenditures. By first looking at the impacts on the individual labour market outcomes studied in previous work, and then moving through a sequence of other outcomes, we identify which insurance mechanisms are important in insuring against the shock of entering the labour market at a bad time. We use repeated cross-sections of household survey data from the United Kingdom since the late 1970s, and exploit the fact that there have been three recessions (and recoveries from them) in that time, meaning individuals entering the labour market a few years apart faced very different initial economic conditions. We find that there are substantial and persistent negative causal effects of entering the labour market when unemployment is high on the probability of being in work and on the pre-tax earnings of those in work. However, we find little or no impact on household net incomes or expenditures, even in the years immediately after leaving education when the labour market impacts are particularly large.
To explain this, we investigate a number of intermediate outcomes, which isolate the role of different insurance mechanisms. The key forms of insurance are the tax and transfer system and, most importantly on average, the incomes of parents, with whom many young people live in the years after they leave education. We show that the interplay between heterogeneity in labour market scarring and in insurance is key to understanding why parental income insures so much of the shock for young adults. On average, it is lower-educated young adults who experience the worst scarring in the labour market; but this is also the group that is most likely to live with their parents in the years after leaving education. Moreover, because most of the labour market scarring fades away after around five years, it does not outlast the period in which a high proportion of young people live with their parents (especially for those most scarred).
However, we do uncover significant and persistent negative scarring impacts on the net incomes and expenditures of those people who do not live with their parents. We therefore suggest that fruitful further research on scarring would include a focus on this group, as well as the degree to which resources are shared within households between parents and their co-resident adult children.
This paper contributes to two literatures in economics that have to date remained distinct, and our main aim is to bring them together. The first is the 'scarring' literature on the persistent impacts of entering the labour market during a recession, or when unemployment is high, on labour market outcomes. Previous work on the impact of entering the labour market during a recession has shown that doing so can lead to significant and persistent negative impacts on individuals' employment and earnings. Oreopoulos et al. (2012) , using Canadian data, and Kahn (2010) and Altonji et al. (2016) , using American data, all find persistent negative impacts on subsequent earnings of labour market conditions upon entry for college graduates, albeit with varying degrees of persistence.
1 Those papers find little or no impact on employment rates, but research on labour market scarring in European countries that looks not solely at university graduates, but also at those without tertiary education, has found significant and persistent negative impacts on employment probabilities (Burgess et al. (2003) in the UK, Raaum and Røed (2006) in Sweden, Schmillen and Umkehrer (2013) in Germany, Brunner and Kuhn (2014) in Austria and Haaland (2017) in Norway).
Of the many potential mechanisms behind these scarring effects, the literature has suggested that experiencing unemployment itself may worsen later life economic outcomes -for example, through the depreciation of human capital (Pissarides 1992) or becoming psychologically discouraged (Clark et al. 2001 ). In addition, there is evidence that leaving education in a recession leads to individuals taking lower-skilled work (Kahn 2010) , in lower-quality or lower-paying firms (Brunner and Kuhn 2014; Oreopoulos et al. 2012) , and to worse matches between workers and firms (Liu et al. 2016 ).
The second literature to which we contribute seeks to understand how individuals and households respond to economic shocks, and what insurance mechanisms allow their living standards to be insulated against these shocks. This literature has shown that key insurance mechanisms against shocks to wages or earnings include the tax and transfer system, though to a greater extent in Europe than in the US (Dolls et al. 2012) , and family labour supply responses (Blundell, Pistaferri and Saporta-Eksten 2016) . These can insure even persistent shocks (though, of course, taxes and transfers cannot insure permanent aggregate shocks, of which the Great Recession was one, without structurally weakening the public finances). Both mechanisms reduce the extent to which wage or earnings shocks actually result in falls in net household incomes. In addition, of course, households may be able to self-insure through the use of precautionary saving such that the impact of earnings shocks on their consumption, and hence living standards, is reduced or eliminated. This has also been found to be an important insurance mechanism, though to a lesser degree for persistent or permanent shocks, and to a lesser degree for low-educated households, who tend to have fewer assets (Blundell and Preston 2008) .
Integrating these hitherto distinct literatures, on scarring and on insurance, is essential in order to understand properly the costs of scarring for young adults. Being unlucky enough to start one's career during a recession can be thought of as one type of shock that affects earnings. It is a shock with a particular degree of persistence (the main subject of the scarring literature to date), potentially varying by subgroup, and it is a shock that occurs at a very specific stage in the life cycle when the mix of insurance available is likely to be very different from that for the population as a whole (and hence from that studied by previous literature), though again it may well vary by subgroup. For example, young adults at the start of their careers are much less likely to have partners or assets (two potential important forms of insurance), but much more likely to have co-residence with parents as a form of insurance. On the other hand, the prevalence of both of these forms of insurance changes quite quickly (in opposite directions) in the years after labour market entry, meaning that the relationship between the persistence of labour market scarring and the availability of insurance at different stages in young adulthood is a key determinant of the overall impacts of scarring on living standards. In addition, the way in which heterogeneity in labour market scarring relates to heterogeneity in the availability of insurance will be important: it matters whether the most scarred in the labour market are the least or most insured, for example.
For all these reasons, it is difficult to infer much from existing work about the consequences of entering the labour market at a bad time for young adults' living standards. To do that, one needs to study the role of insurance in this specific case. By tracing the impacts of entering the labour market in a weak economy from the traditional 'raw' individual labour market outcomes right through to household net income and household expenditure, we seek to better understand the true impacts on individuals' living standards and the insurance mechanisms that can mitigate these effects.
The rest of this paper proceeds as follows. Section 2 describes the data and Section 3 sets out the empirical methodology that we use to estimate the scarring impacts on measures of earnings, income and expenditure. Section 4 presents our results and Section 5 concludes.
Data
We pool data from two long-running repeated annual cross-section UK household surveys -the We are interested in the impact of the state of the economy at the point at which individuals enter the labour market and how persistent those impacts are. We use the national unemployment rate as the measure of the state of the economy faced by individuals entering the labour market. We also show the robustness of our key results to using a different measure of the economy -the estimated output gap (as a percentage of potential GDP), which is constructed by the government's official and independent forecaster, the Office for Budget Responsibility (see Appendix Table 4 ).
The measure of unemployment is constructed on a consistent basis under the International Labour Organisation (ILO) definition of unemployment since 1971 by the Office for National Statistics, and its evolution since 1971 is shown in Figure 1 . It can be seen that there has been a large amount of cyclical variation over this period, including three major recessions and the recoveries from them: the first in the early 1980s, with unemployment peaking at 11.8% in 1984; the second in the early 1990s, with unemployment peaking at 10.4% in 1993; and the third being the 'Great Recession' in which unemployment rose to 8.1% in 2011. On average, the increase in the unemployment rate between the year before the recession and the peak in unemployment is around 4 percentage points.
Figure 1. Unemployment rate in the UK
We use the FES and FRS data to look at scarring impacts on a set of different outcomes. First, we examine the probability of individuals being in paid employment and the weekly gross earnings of those who are employed or self-employed. We then look at a set of 'family-level' variables -gross earnings of those families with an adult in work, total private income (before taxes are paid and state transfers received), and total net (post-tax-and-state-transfers) income. The definition of a 'family'
here is important: it is defined narrowly as an individual, their cohabiting partner (if they have one)
and any dependent children of that individual/couple. In the UK, this is sometimes known as a 'benefit unit', reflecting that it is the unit used to assess entitlements to means-tested benefits; it is essentially equivalent to a US 'tax unit'. Hence 'families' in this sense do not necessarily contain all members of a household, or even all related members of a household.
We then examine the same variables at the household level. Note: 'equiv.' variables are equivalised using the OECD modified equivalence scale and expressed as the equivalent for a childless couple. Inflation is adjusted for using a modified version of the Consumer Prices Index that includes owneroccupied housing costs. case. Pooling all the data used in our analysis, one year after leaving education 75% of individuals lived with their parents and 39% did even five years after. Low-educated individuals are particularly likely to live with their parents, with 90% doing so a year after leaving education and 54% doing so five years after. The lower percentage for higher-educated individuals is driven by the fact that they enter the labour market at an older age.
In comparison, relatively few people live with a cohabiting partner soon after leaving education, though of course the fraction increases with time. One year after leaving education, 16% cohabit with their partner, with 44% doing so five years after and 67% 10 years after. Higher-educated people are more likely to be living with partners in the years after leaving education, again at least in part driven by the older age at which they leave education. 
Empirical methodology
We estimate the impact of entering the labour market when unemployment is high by exploiting variation in unemployment rates in the UK since 1971. This period includes three large recessions, and the recoveries from them, during which the unemployment rate varies substantially even over short periods, as depicted earlier in Figure 1 . For example, someone leaving education in 1979 faced an unemployment rate of only 5.4%, whereas someone leaving education two years later in 1981
faced an unemployment rate of 9.6%.
Using repeated cross-sections of pooled micro-data from the FRS and the FES, we estimate the following model for different outcomes:
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where y ict is an outcome (such as log household net income) for an individual i who belongs to yearleft-education cohort c and who is observed at time t. The outcome of interest is allowed to depend on a full set of interactions between experience years (measured as years since left education) and education level (experience and educ). 2 We find the complete flexibility in experience gradients (for each education group) to be important in this context, as it is difficult to accurately capture the experience profiles of earnings right at the very start of a career with low-order polynomials. The outcome is also potentially affected by the unemployment rate in the year the individual left education (unemp_lefted), with the effect potentially varying with the number of years since the individual left education ('experience') to allow for scarring effects to fade over time. The estimated coefficients on these variables, β e , are the coefficients of primary interest.
An important control is f(yearlefted c ), which allows for underlying cohort effects independent of unemp_lefted (which also varies at the cohort level and 1987, and so forth. 3 These cohort variables control for any fixed unobservable differences between the five-year cohorts (recall that we are already controlling explicitly for differences in the level of education, measured at the individual level, which is a key observable that differs across cohorts). This is much less restrictive than imposing a more rigid parametric functional form such as a linear or quadratic cohort trend. The result of including these five-year cohort dummy variables is that, although we use a long time series of data, identification effectively comes from comparing sets of cohorts that graduated relatively close together. For example, differences between the economic outcomes of those who entered the labour market in 1979 and those who entered in 1981 will drive our results, as will differences between those who entered in 2008 and 2010, but differences between those entering the labour market in 1979 and 2010 will not. The logic underlying this identification strategy is that the economic cycle can and does change quickly, whereas other underlying cohort differences do not. Therefore, cohorts close together but who potentially experience different economic starting conditions can be used to identify scarring effects. Our results are all robust to using different five-year cohort groupings.
We also control for the year that each individual in the data is observed (μ t ). This has an important impact on the interpretation of the coefficients of interest, β e : we estimate the persistent impacts of having entered the labour market when unemployment is high, after stripping out the effect of the economic conditions at the point that people are observed (which might be correlated with the starting conditions). Note that, although we strip out the potentially confounding effects of current conditions, we do not separately estimate scarring effects from the entire history of a cohort's years in the labour market: we control only for the initial conditions and current ones, and nothing in between. Hence the interpretation of β e is as explained in Oreopoulos et al. (2012) : the estimated scarring effect of having had worse initial conditions, inclusive of any persistent impact from the regular evolution of the economy faced after those bad initial conditions.
In X ict , we control for a small number of other control variables that are plausibly exogenous to the economic conditions at the point people enter the labour market. These are sex and a dummy variable indicating whether the mandatory minimum school-leaving age was 16 rather than 15 (a change that affected those born in the academic year 1957-58 and afterwards) -a change which previous research has shown significantly increased the education and earnings of those affected (see Harmon and Walker (1995) ). Finally, we include dummy variables to control for any systematic differences between the FRS and FES (differences which in fact are very small) in our pooled data set, allowing such differences to vary over time by interacting them with year.
We first estimate equation (1) using the individual labour market outcomes focused on in the literature to date: employment probabilities and the (log) weekly earnings of those in paid employment or selfemployment. These can be thought of the 'direct' labour market impacts of entering the labour market in a recession. We then seek to extend our understanding of the impacts of scarring on living standards by incorporating the various potential insurance mechanisms, moving through a sequence of outcome variables as described below.
We look at the (log) pre-tax earnings of the family (i.e. the individual and their cohabiting partner), so we can assess whether partners mitigate any of the impacts. It is, of course, only possible to estimate this for those living in a family with at least one adult in work. For clarity, we therefore keep that same sample -families with an adult in work -as we move through the next set of outcomes, so as not to conflate the effects of insurance with the effects of changing the sample, before adding in the workless families in a final step at the end.
Keeping the same sample of working families, we then estimate the impact on log family private income (examining the insurance provided by any unearned private income -importantly excluding state transfers), log family net income (examining the insurance provided by the tax and transfer system) and log household income measured both private and net (examining insurance provided by other members of the household). We then add the workless families back into the sample when showing the impact on log net household income, before finally considering log total expenditure.
Comparing effects on household income and expenditure should allow us to understand the ability of borrowing or drawing down on assets to provide individuals with insurance. We equivalise both net household incomes and expenditures, although this does not materially affect any of the results. These latter outcomes are the standard ones used in the empirical economics literature on household living standards, allowing us to bridge the gap between this and the scarring literature. In each case, we estimate equation (1) using ordinary least squares (OLS). All standard errors reported in this paper are robust to heteroskedasticity.
Of course, to some extent, individuals may be able to choose the point at which they leave education and join the labour market, and the state of the labour market may influence that decision. This raises two potential issues for our empirical strategy. First, it could affect the educational composition of labour market entrants at different stages of the economic cycle. We control for education level, so our results should be interpreted as net of any indirect impacts of the economic cycle on earnings via education. Second, the composition of labour market entrants may be correlated with the state of the economy with respect to unobserved factors. For example, if the delay of labour market entry in reaction to a recession were concentrated among those with lower ability, those entering the labour market at that time would have relatively high ability and this would attenuate the estimated scarring effects.
We have two main pieces of evidence for why this second issue is not a problem in practice. First, selection of this kind would presumably lead to permanent unobserved differences between cohorts (since cohorts are fixed from the point of leaving education). However, as reported in Section 4, our estimated scarring effects on labour market outcomes fade to zero once we follow cohorts for enough years. Hence this looks inconsistent with material selection on unobservables. Second, as found in Altonji et al. (2016) , the magnitude of the effect of the cycle on education decisions is simply too small to cause substantial biases in our results. 4 Exploiting time-series variation in the unemployment rate at different ages, we estimate the effect of the unemployment rate at ages 16 and 18 on the probability of remaining in education past those ages (see Appendix 1 for details). We estimate that a 4 percentage point (ppt) increase in unemployment increases the probability of staying on in education for 16-year-olds by 1.3ppts. Effects of this magnitude (or even significantly bigger effects)
could not plausibly lead to cohorts graduating in recessions having such different unobservable characteristics as to significantly bias our results. Table 2 reports the estimated effect that a 4 percentage point increase in the unemployment rate has on all of our outcomes of interest in each of the 10 years after leaving education, based on the specification in equation (1). We report the effect of a 4ppt rise in unemployment because, as noted in Section 2, this is the average increase in unemployment that has occurred during the last three recessions in the UK.
Results
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The first two columns of Table 2 show the effect of higher unemployment upon entering the labour market on the probability of being in paid work and on the (log) earnings of workers (including selfemployed earnings). These coefficients are also plotted in Figure 4 , along with the 95% confidence intervals. A 4ppt increase in the initial unemployment rate leads to a decreased probability of being in paid work of 10.4ppts in the year of leaving education. The magnitude of this effect falls rapidly, to 3.2ppts two years after leaving education. There are small, but mostly statistically significant, negative impacts of between 1 and 2 percentage points on the probability of being in paid work between 4 and 10 years after leaving education. There are also large negative impacts on the earnings of workers, which persist for a few years. A 4ppt increase in the unemployment rate at labour market entry reduces the weekly earnings of workers by 10.4% on average. This large impact dissipates slowly, with a 5.8% negative impact after two years and a 2.2% impact after five years. After this, the effects fade towards zero and are no longer statistically significant. Columns 3 and 4 of Table 2 show the effects on log (pre-tax) family earnings and on log family private income (i.e. after adding in unearned income other than state transfers, which tends to be small). As explained in Section 3, these results -and the next few that follow -are for the common sample of individuals in a family where at least one member is in paid work, so that the comparison of results across outcome variables isolates the impacts of insurance rather than being partly a result of sample changes. The results show that the initial unemployment rate has negative effects on both family earnings and family private income that persist until around five years after leaving education -the same as for individual earnings of workers. After three years, both measures are around 7%
lower as a result of a 4ppt higher initial unemployment rate. Given what we have seen, it is unsurprising that moving from the individual to the family level makes little difference: few people live with a partner with whom they can pool resources shortly after leaving education.
However, columns 5 to 7 of the table, together with Figures 5 and 6, show that a combination of the tax and transfer system and the incomes of other members of the household (most importantly parents) acts to mitigate essentially all of the negative effects of entering the labour market in a recession on net household income.
Taking first the insurance provided by the tax and transfer system, Figure 5 shows that, three years after leaving education, family net income is 4.5% lower as a result of a 4ppt increase in the initial unemployment rate, whereas family private income is 6.8% lower. This difference is the result of lower direct tax payments and higher means-tested transfers. In addition, even where entitlements to transfers are not increased by lower earnings, the mere existence of another source of income besides earnings acts to attenuate the proportional effects on income of lower earnings. However, the scarring effect on net family income is still clear and persistent: the estimate is both negative and statistically significant for around five years. (1) by OLS with the specified dependent variables. See Table 2 In contrast, Figure 6 (and column 6 of Table 2) shows that the incomes of other members of the household (outside the family) seem to provide large amounts of insurance against the negative impacts on labour market outcomes. Negative effects on household private income are much smaller than the effects on family private income, both in the period immediately after leaving education (when effects on earnings are largest) and at the end of the period of 'scarring' on family income around five years later.
Once both the tax and transfer system and the incomes of other household members are added in, by looking at net household income, impacts of entering the labour market at a time of unemployment are no longer significant. (1) by OLS with the specified dependent variables. See Table 2 If we broaden the sample so that we include families in which no adults in work, as in column 9 of Table 2 , some negative impacts on net household income are apparent, which is not surprising given that there are small but persistent negative impacts on the probability of being in paid work.
Nevertheless, the effects are small relative to those on employment and earnings, and only in a small number of years are they statistically significant. Impacts on household expenditures are very similar to those on net household incomes, as shown in column 10.
A comparison of the results in column 9 with those in column 8, which shows the effects on net family income for all individuals, again highlights the importance of the potential safety net provided by parents. There are sizeable -and statistically significant -negative effects of entering the labour market in a recession on net family income, particularly in the first five years after leaving education.
Hence in cases where the degree of resource pooling within households is weak, there would still be good reasons to be concerned about the living standards of young adults scarred in the labour market who live with their parents. If, on the other hand, one thinks that parents are likely to pool their income with that of their co-resident children, then net household income and expenditure are good proxies for material standards of living, and this would imply that the impacts on young adults' living standards are insured against to a very large degree. There is an important and sharp contrast between these highly muted effects on typical measures of living standards and the large persistent effects of bad initial conditions on labour market outcomes examined in previous work.
4b. Understanding the insurance mechanisms and their interaction with heterogeneity
In this subsection, we explore how income from other household members plays such an important insurance role. When doing so, it is important to note that of those young adults in our data who live in a household with people other than their partner (and their dependent children), the large majority (82%) live with their parents. This proportion is even higher (87%) for those who left education within the last three years. There are three potential ways in which this insurance from other household members might work. First, there is a mechanical, non-behavioural 'dilution' effect: where a substantial amount of income in a young adult's household comes from other household members,
proportional impacts on total household income of falls in their own income will be attenuated.
Second, leaving education during a recession may encourage more young adults to live with their parents (by staying in the parental home longer, or even returning to their parents' home), thereby boosting the household incomes of some affected children. Third, even for those individuals who would have been living with their parents anyway, parents might increase their earnings to help make up for the lower amount earned by their child. Of course, these three mechanisms are not mutually exclusive. Figure 7 shows that the first, mechanical explanation is the most important. The figure presents the estimated impact on (log) family private income and (log) household private income as shown in Table 2 . In addition, the dashed grey line shows what the mechanical impact on household private income would be if only family private income were affected by the initial unemployment rate. This is calculated by multiplying the share of household private income coming from family private income at each experience year (see Table 1 ) by the estimated effect of the initial unemployment rate on family private income at each experience year shown in Table 2 . The share of household income coming from outside the 'family' is high, making up 61% of household income for individuals two years after leaving education. As a result, the mechanical 'diluting' effect of the income of other household members explains almost all of the difference between the proportional effects on family incomes and household incomes. Note: Effects on (log) family and (log) household private income are obtained by estimating equation (1) by OLS with the specified dependent variables. See Table 2 for standard errors around the estimated effects. The dashed line is calculated by multiplying the share of household private income coming from family private income at each experience year (see Table 1 ) by the effect of the initial unemployment rate on family private income at each experience year shown in Table 2 . Source: Authors' calculations using Family Resources Survey and Family Expenditure Survey from 1978 to 2015.
Given that not everyone does (or has the ability to) live with their parents after leaving education, how is the insurance provided by the rest of the household so complete, even on average? This is where the interaction between heterogeneity in the labour market impacts and heterogeneity in insurance becomes important. Table 3 shows that the low-educated see the largest negative effects on family private income. Appendix Table 2 confirms that the relatively large effects on family incomes are indeed driven by employment and earnings effects being larger for low-educated individuals. This mirrors the findings of Burgess et al. (2003) for employment and Haaland (2017) for wages. Note: Effects are obtained by estimating equation (1) by OLS with the specified dependent variables on the subgroup specified. *** indicates that the effect is statistically different from zero at the 1% level, ** at the 5% level and * at the 10% level. Source: Authors' calculations using Family Resources Survey and Family Expenditure Survey from 1978 to 2015.
However, it is precisely these low-educated individuals who are the most likely to live with their parents in the years after leaving education (see Figure 2 ). This means that the groups with the largest scarring effects on labour market outcomes (the low-and mid-educated) are the most likely to be insured by living with their parents.
This finding has three important implications. First, it helps to explain why the aggregate degree of insurance against scarring is so high even though a substantial share of the overall population of young adults do not live with their parents. Second, in terms of household private income, there are larger negative effects on the highly educated than there are on lower-educated individuals, despite the larger labour market impacts for the less educated, because many fewer high-educated individuals live with their parents. Third, living with parents would be less insuring against scarring impacts on labour market outcomes if these effects were more persistent. As shown in Figure 2 , only 13% of people live with their parents 10 years after leaving education; so if labour market scarring were more persistent, it would likely also have an effect on household incomes. However, on average, the labour market scarring is not so persistent that it outlasts a typical period for which individuals live with their parents. Table 4 shows that there is no estimated effect on the probability that young adults live with their parents resulting from leaving education when unemployment is high. 6 This implies that the reason for other household members insuring affected young adults is not due to an increased propensity to live with their parents. Not only are the effects not statistically significantly different from zero, but also the point estimates are very small and close to zero. There is, however, some very tentative evidence in column 3 that labour supply responses of parents may be playing a small role. One year after leaving education, among those individuals who live with their parents, a 4 percentage point rise in the initial unemployment rate is associated with a 0.035 rise in the number of parents in the household who are in paid work (significant at the 10% level). We find no significant impacts on the earnings of parents who are in work (column 4) with the single exception of a negative effect 10 years after leaving education.
In addition, column 1 of Table 4 shows why spousal labour supply is not an important insurance mechanism for young adults who leave education at a bad time (contrary to the results for the population as a whole found by Blundell, Pistaferri and Saporta-Eksten (2016) ). Not only do relatively few people live with a partner after leaving education, but facing a higher unemployment rate upon leaving education leads to a persistently lower probability of living with a partner -effects which are significant between two and eight years after leaving education. 198,734 198,734 79,194 63,221 Note: Effects are obtained by estimating equation (1) by OLS with the specified dependent variables on the samples shown. *** indicates that the effect is statistically different from zero at the 1% level, ** at the 5% level and * at the 10% level. Source: Authors' calculations using Family Resources Survey and Family Expenditure Survey from 1978 to 2015.
Of course, there are individuals who are scarred in the labour market and who do not live with their parents. Our results suggest that, in fact, that may be the group of most concern. Appendix Table 3 estimates the impact of the initial unemployment rate on those individuals in single-family households (who therefore do not live with their parents) on the same outcomes as in our results for the full sample in Table 2 . For this group, there are substantial negative causal effects of the initial unemployment rate on household income and expenditure for approximately five years after leaving education. For example, three years after leaving education, a 4 percentage point rise in the initial unemployment rate results in an 8% fall in net household income and a 10% fall in expenditure. In other words, other insurance mechanisms -such as the tax and transfer system -insure these young adults' incomes only partially against the shock caused by entering the labour market at a bad time;
and the fact that this is passed through to expenditure suggests that individuals are unable to use savings (of which they probably have very few) or credit to smooth the impact on their consumption.
Conclusion
In this paper, we have estimated the causal impact of entering the labour market when the economy is weak, not only on the individual labour market outcomes focused on in previous research, but also on standard measures of material living standards -net household income and household expenditures.
We have also studied a number of intermediate outcomes in order to isolate the key insurance mechanisms standing between labour market effects and impacts on living standards. For identification, we have exploited the economic cycle in the United Kingdom since the 1970s, which means that cohorts entering the labour market very close together can nevertheless face dramatically different initial economic conditions.
We concur with previous research in finding substantial impacts on the individual earnings and employment rates of young adults who leave education when unemployment is high. However, we find little or no impact on their net household incomes and household expenditures. There are two key reasons for this. First, the tax and state transfer system helps to partially cushion the impact of lower earned income. Second, and more importantly on average, many young adults live with their parents for some years after they enter the labour force (75% one year after leaving education and 39% five years after). Parental incomes tend to be far higher than those of their adult children, meaning that the proportional shock to household incomes caused by lower earnings of the young adult is typically very small where they live together. To understand why the degree of insurance provided by parental incomes is quite so large, the relationship between heterogeneity in labour market scarring and in insurance is key: labour market scarring tends to be bigger for the lowest-educated, but that is also the group that is most likely to live with their parents in the years after leaving education.
There are several reasons why policymakers should still be concerned about the impacts on young adults of leaving education during a recession. First, reduced earnings and employment are important outcomes in their own right. They lead to lower tax revenues and higher government spending on means-tested transfer payments. National income will be lower if young adults are persistently out of work or less well matched with employers. Note: Effects are obtained by estimating equation (1) by OLS with the specified dependent variables. *** indicates that the effect is statistically different from zero at the 1% level, ** at the 5% level and * at the 10% level. Source: Authors' calculations using Family Resources Survey and Family Expenditure Survey, 1978 to 2015.
